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Cover: 

The cover photograph reproduces а 
computer-generated image of the 
Scotia Plaza office development under 
construction in Toronto. This image 
15 taken from the 60 seconds of com- 
puter animation created by Omnibus W. Kelly Jarmain 

to simulate the completed develop- Chairman of the Board 
ment to prospective clients. Using 

“reflectance mapping”, we are able to 

combine material from this film with 

our logo. We are one of the few com- 

panies ш the world with reflectance 

mapping technology. 


REPORT TO SHAREHOLDERS 


A YEAR OF GROWTH 


Sales have increased almost three- 
fold in 1985—from $2.2 million in 
1984 to $5.9 million. Sales for the 
fourth quarter alone were $2.0 million, 
95% of the entire volume for the 
previous year. More significantly, our 
growth is continuing unabated into 
fiscal 1986. At the beginning of the 
new year we have a backlog of 
orders equal to half our 1985 sales. 
And we expect sales to grow even 
more dramatically as new markets and 
opportunities are developed in the 
new year. 

On the basis of worldwide sales it is 
estimated that we are now one of the 
top five computer graphic companies. 

Following the continued growth in 
sales during the 4th quarter, losses 
for the year, which include startup 
costs for both New York and Los 
Angeles operations, have been re- 
duced from $1.3 million in 1984 
to $890,000 for the 1985 year 
ended at September 30th. 


MARKETS AND OPPORTUNITIES 


With expanded operations, your 
Company is taking on projects we 
could not previously pursue. This 
capacity increase has allowed work 
to begin on a new order for a $2.1 
million live action simulation for 
summer 1986 release of “Flight of 
the Navigator.” This is a Dunhaven 
Production film with PSO (Producers 
Sales Organization), the largest dis- 
tributor of international films in con- 
junction with a major U.S. studio. 
We are also negotiating a contract for 
a $2.5 million project with Micro- 
tech for the creation of 3D images 
from the data of electron microscopes. 

We have pioneered the use of com- 
puter graphics in real estate develop- 
ment. During 1985, we created a five 
minute marketing presentation for 
Campeau Corporation that featured 
a 3D simulation of the Scotia Plaza 
which is under construction in down- 
town Toronto. This production allow- 
ed the developer to give a prospective 
tenant a preview of the building not 
possible by any other means. Apply- 
ing our technological and creative 
skills to other real estate projects 
provides another substantial new 
market for us. 


The use of computer graphics in 
television commercials and motion 
pictures continues to grow, and as 
other opportunities are developed, we 
see a dynamic market ahead. With 
interactive computer hardware and 
software in all three facilities, we 
are well equipped to meet this antici- 
pated demand. 


OFFSHORE LICENSING 
The first licensed affiliate of 
Omnibus was gained during 1985. 
London Computer Graphics Limited 
holds an exclusive license for The 
United Kingdom. As our technological 
base expands, we are actively seek- 
ing a worldwide network of Omnibus 
affiliates. Revenues from these affili- 
ates, in turn, will assist in funding 
more research and development. 
During the year, your Company has 
invested $920,000 in the creation 
of an inventory of data base objects 
from footballs, to stadiums, to the 
skylines of New York City and Los 
Angeles. This investment in a library 
of readily available prepared data 
creates a market for license sales and 
enables the Company to reduce its 
own production costs in subsequent 
years. 


RESEARCH AND DEVELOPMENT 


Following 18 months of intensive de- 
velopment, the first phase of Omnibus 
PRISMS software is operating in 
all three sites. The productivity gains 
are substantial—ranging from 10% 
to 80% depending on the size and 
complexity of a project. Work is 
continuing on further software de- 
velopment, particularly in the 
area of real life simulation. 

We continue to invest $1.5 million 
annually for R&D to maintain both 
growth and leadership. 


On behalf o oard, 


W. Kelly Jarmain, 
Chairman. 


December 10th, 1985. 


MANAGEMENT AND DIRECTORS 


With a staff of 70 highly trained 
people, the Company has organized 
its facilities into 3 profit centres, 
each with a responsible Division 
President. These posts have been 
filled in the West by Mr. Edgar Johnson, 
who joined the Company from his 
prior position as Vice-President of 
Studio Development for Paramount 
Pictures Corporation; in the East by 
Mr. George Heywood an executive 
with 6 years of experience in the 
industry, and in Canada by Mr. Joseph 
Martin who is also a Company 
Director. Each division has its own 
plant, R&D, creative and sales 
teams. Finance and administration 
are centralized in Toronto. 

During the year we were pleased 
to welcome two new members to 
the Board of Directors, Mr. Gerry 
Collyer, and Mr. Sam Znaimer, who 
represent the two investment groups 
which provided new working capital 
in April. We are sorry to lose the coun- 
sel of Mr. Graeme Kirkland who 
agreed to stand aside to accommodate 
the new Directors. The Board 1s 
appreciative of his clear minded and 
strategic thinking and wishes him the 
best in his executive responsibilities. 


FOR 1986 


We project continuing growth in 1986 
with substantial gains in operating 
profit. Sales budgets in excess of 
$10 million have been established for 
1986 with estimated net income after 
taxes in the range of 25€ to 30¢ per 
share fully diluted. The Company’s 
share trading is now being reported 
weekly to U.S.A. newspapers on the 
AP wire service. | 


J.C. Pennie, President & 
Chief Executive Officer. 


OUR PRODUCTIONS HELP STARS, AND ARE STARS 


Edgar Johnson, 
President/ Western Division, 
Omnibus Computer Graphics 


State-of-the art technology in Holly- 
wood is Omnibus. This has long been 
the home of excellent special effects 
for motion pictures and television, yet 
it is here that Omnibus is making its 
mark as a new resource recognized 
for both the creativity and the tech- 
nical clout needed in sophisticated 
computer animation. 

Los Angeles demonstrates the use 
of our data base library of objects 
for reducing production costs. For 
example umbrellas and other objects 
from our inventory were used in 
differing formats in both the Bank of 
Mexico and Disney World projects, 
each with its own unique look and 
motion. The skyline of New York 
City developed for one application 
has been easily modified to be used 
as a city scape for the backgrounds 
in a motion picture sequence featur- 
ing Michael Jackson. 

Our facility is located on the 
Paramount Pictures Corporation 
lot, in fabled Studio ‘G’ which 
is steeped in film history. Once the 
office for Mae West, a sound stage for 
Howard Hughes and part of Desilu 
Studios during its heyday, it now 
hums with the power of our unique 
F-1 animation computer. Its ability 
to produce images with a resolution 
of 4000 x 6000 pixels, finer than 
the grain of 35mm film, its processing 
speed and its two digital film re- 
corders, make our facility one of the 
very few that can produce images 
with the speed and quality de- 
manded by film producers. 

Аз part of a long term arrangement 
with Unitel Video, the main equip- 
ment bay is shared, allowing Omnibus 
clients direct access to the latest 
video editing and film-to-tape technol- 
ogy, including a Lucasfilm EditDroid 
system. 


Response to the Omnibus presence 
in Los Angeles has been excellent 
in the film, broadcasting and adver- 
tising communities. During 1985 
production put Omnibus Los Angeles 
well over our sales projections. And 
our projects are being widely recog- 
nized for their quality and viewer 
impact. This was confirmed by the 
enthusiastic reception we received 
for our animation effects in the 
Paramount Film, “Explorers” and 
our production of the 30 second 
commercial to draw visitors to 
Expo ’86. 

Research conducted at our facilities 
through last year’s National Research 
Council grant has been instrumental 
in gaining new business and we are 
very positive about our ability to 
continue the momentum into 1986. 

We are one of the few companies 
in the world to have perfected the 
use of reflectance mapping in 
production. This technique 15 illus- 
trated on the cover of our Annual 
Report, as well as being used in the 
Dunhaven Production and Producers 
Sales Organization assignment to 
Omnibus of a major motion picture 
(mentioned in the Letter to Share- 
holders). Other film, broadcasting 
and commercial production will 
challenge us to help stars— and create 
stars, to turn the world of imagination 
into the reality. 


1. TITLE — A merica 
CLIENT — Paramount Pictures 
Corporation, Television Division. 


2. TITLE — Banamex “Education” 
CLIENT — Raster Images/ Bank of Mexico 


3. TITLE — Banamex “Vacation” 
CLIENT — Raster Images/ Bank of Mexico 


4. TITLE — Expo 86 
CLIENT — Baker Lovick Limited 


5. TITLE — CBS “Fall Launch” 
CLIENT — CBS Television Network 
CREATIVE DIRECTOR — John LePrevost 
ANIMATION CONSULTANTS — Oscar 
Pittman/Lewis Hall 


YES WE ARE MAKING IT HERE! 


George Heywood, 
President/Eastern Division, 
Omnibus Computer Graphics 


In the city that never sleeps, Omnibus 
is alive and growing. Just completing 
our first full year of operations, the 
New York facility is contributing to 
the Omnibus growth pattern. 

During 1985 a major identifi- 
cation program was produced for 
CBS affiliate stations, a massive new 
graphic development was begun for 
ESPN, and a variety of other broad- 
casting and advertising projects were 
completed. Of special note is the inter- 
national business being produced. 
Leading Brazilian advertising agen- 
cies, wanting the latest and best 
work in computer graphic animation, 
have come to Omnibus. Client pro- 
jects include television commercials 
for Shell Do Brasil and Black & 
Decker. 

The New York City operation has 
played a major role in the shared 
production of tight delivery sched- 
ules. A recent example is a series 
of commercials for Shell Do Brasil. 
This involved the use of two new 
software techniques as well as multi- 
site production. The oil cans were 
produced from flat artwork and 
“wrapped” by the computer on a 
standard data file for 3D can shapes. 
The automobiles were digitized 
(entered into the computer from art- 
work) in Toronto while the New York 
staff completed the landscape made 
up of hills and mountains, em- 
ploying the use of “fractal” software 
to give a natural look. 

Located in the heart of Manhattan 
on West 57th Street, adjacent to 
CBS, the Omnibus New York facility 
has been structured to meet the 
needs of the advertising, broadcasting 
and international communications 
markets. Yet, through its computer 
integration with our Los Angeles and 
Toronto facilities, it also serves as 
our clients’ New York portal to the 
varied production abilities of the 
total Omnibus system. 


Operating out of a specially built 
4,500 sq. ft. facility, our New York 
staff produces with our own imaging 
software. 

Output is onto 1” videotape, using 
the latest recorders. Additional post 
production requirements are readily 
available at the adjacent Unitel Video 
facility. And, by transferring imaging 
data bases to Los Angeles or Toronto 
via our data network, New York 
production can also be output onto 
film. 

New York remains the most com- 
petitive and unforgiving of all adver- 
tising and entertainment markets. 
You've got to be good just to survive. 
Now we're established and beginning 
to enjoy a solid base of new business, 
based on our quality and delivery 
record. 
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. TITLE — Marilyn Monrobot 
CLIENT — Experimental Technology 


TITLE— WPIX-TV “Movie Opening” 
CLIENT — WPIX-TV, Channel 11, 
New York 


TITLE — ESPN “The Total Sports 
Network” 
CLIENT — Entertainment & Sports 
Programming Network 


TITLE — Shell “Instruments” 

CLIENT — Shell Do Brasil 

AGENCY — Standard, Ogilvy & Mather 
Publicidade Ltda., Brazil 
COORDINATING PRODUCTION COMPANIES — 
Zillion/Movi & Art, Brazil 


TITLE — Shell “Tunnels” 

CLIENT — Shell Do Brasil 

AGENCY — Standard, Ogilvy & Mather 
Publicidade Ltda., Brazil 
COORDINATING PRODUCTION COMPANIES — 
Zillion/Movi & Art, Brazil 
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IN A CITY OF SCIENCE 


J. F. Martin, 
President/ Northern Division, 
Omnibus Computer Graphics 


There is a tempo of achievement in 
Toronto. In science, the arts, and 
business. And it is here that people and 
resources have worked to create а 
truly world-class computer graphics 
company. 

Omnibus has declared a software 
development strategy to achieve 
“real life” simulation at an afforda- 
ble cost. Ап example of our strides 
in this area 15 a recent 30 second 
commercial produced for KODAK. 
In this production, live action and 
computer simulation have been com- 
bined in a manner that makes Ше 
two indistinguishable from each other. 
The process flows in a natural way 
to illustrate the idea that KODAK 
captures the world of imagination, 
without the viewer becoming aware 
of a “computer look.” This outstanding 
advance is a result of the joint efforts 
of our creative and technical staffs 
and offers new opportunities for faster 
development of the Advertising 
Agency market. 

The Toronto facility and the Compa- 
ny’s Executive Offices are located 
above the principal subway terminal 
at Yonge and Eglinton Avenues in 
The Transamerica Tower. The 6,000 
square foot operation accommo- 
dates a rapidly increasing workload 
and provides complete services from 
vector to raster, all in 3D. 

Computer graphics production 15 
designed for every customer re- 
quirement, either on videotape or 
35mm film. In keeping with our 
policy of being a ‘Full-Service’ com- 
puter animation facility, we have 
our own edit suite. 

During 1985, the Canadian 
Research Team in conjunction with 
the University of Waterloo, Depart- 
ment of Communications, and the 
National Research Council, worked 
jointly with our Los Angeles R& D 
group to complete the PRISMS 
(Production of Realistic Image 
Scene Mathematical Simulation) 
software under an $800,000 grant. 


1985 was a challenging and eventful 
year for Omnibus ш Toronto. Work- 
ing from blueprints, we produced 
a five minute film for The Campeau 
Corporation called Scotia Plaza, 
which tours this major Toronto office 
development as seen reflected on our 
cover. Our computer animation effects 
simulated the finished building, and 
let prospective tenants preview the 
feel of the complex. We produced a 
segment of the “Tour Of The 
Universe” film for Interactive 
Entertainment Inc. at the CN Tower. 
In addition, a number of television 
network promotional productions in- 
cluding work for CBC, CTV and La 
Société Radio-Canada brought out 
the best in our people and equipment. 
Television commercials were another 
solid and important part of our work. 

A mark of our success 15 our nom- 
ination for North America industry 
awards of excellence during 1985. In 
addition to being nominated for a 
Monitor Award, Omnibus Toronto 
has most recently won ап LF.T.V. 
Award. 

It is always a challenge to stay at 
the top. It’s a challenge we welcome 
in Toronto and respond to with our 
record of achievements. 
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TITLE — Kodak “Imagination” 
CLIENT — Kodak Canada Inc. 

AGENCY — McCann-Erickson Advertising 
of Canada 

ART DIRECTOR — Barry Chemel 
PRODUCER — Anne Phillips 

WRITER — Wayne Hilinski 


2. TITLE—CTV “Fall Launch” 
CLIENT — CTV Television Network Ltd. 
EXECUTIVE PRODUCER — Marge Anthony 
DESIGNER — Judy Hodgkinson 


3. TITLE — Scotia Plaza 
CLIENT — Campeau Corporation 


. TITLE — Tour Of The Universe 
CLIENT — Interactive Entertainment Inc. 
EXECUTIVE PRODUCER — Moses Znaimer 
PRODUCTION DESIGNER — Allan Yamashita 
TECHNICAL CONSULTANT — James Snelling 
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Consolidated Balance Sheet 


Omnibus Computer Graphics Inc. 
(Incorporated under the laws of Ontario) 


Assets 


Current Assets: 

Cash 

Term deposit 

Accounts receivable 

Taxes recoverable (note 2) 
Prepaid expenses (notes 3 and 6) 
Deposits on equipment purchases 


Total current assets 


Fixed assets—at cost (note 4): 
Machinery and equipment 
Office equipment 

Leasehold improvements 
Machinery and equipment under 
capital lease 


Less accumulated depreciation and amortization 


Other assets (note 3) 


(See accompanying notes) 


Auditors’ Report 


To the Shareholders of 
OMNIBUS COMPUTER GRAPHICS INC. 


September 30, 1985 


1985 


$ 2,360,453 


326,025 
2,686,478 


7,943,524 
912,995 
1,011,168 


980,517 


10,047,764 


1,456,806 
8,590,958 
1,203,798 


512,481,234 


(with comparative amounts at September 30, 1984) 


1984 


Ф 100,984 


606,096 
906,115 
27,000 
236,803 
89,644 


1,964,642 


7,645,602 
309,109 
801,794 

87,200 

8,889,699 
426,247 

8,463,452 
512,229 


511,000,323 


We have examined Ше consolidated balance sheet of Omnibus Computer Graphics Inc. as at September 30, 1985, 
and the consolidated statements of loss and deficit and changes in financial position for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly included 


such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the company as 
at September 30, 1985 and the results of its operations and the changes in its financial position for the year then 
ended in accordance with accounting principles generally accepted in Canada applied on a basis consistent with that 


of the preceding year. 


London, Canada. 
November 18, 1985. 


Clarkson Gordon 
Chartered Accountants 


Consolidated Balance Sheet 


Omnibus Computer Graphics Inc. 
(Incorporated under the laws of Ontario) 


Liabilities and Shareholders’ Equity 


Current Liabilities: 

Due to bankers—on overdraft 

Accounts payable and accrued charges 
Current portion of long-term debt (note 4) 


Total current liabilities 
Long-term debt (note 4) 


Shareholders’ equity: 
Share capital (note 5)— 
Authorized: 


Unlimited number of preference shares issuable in series 


Unlimited number of common shares 
Issued and outstanding: 
4,287,814 common shares (3,390,000 in 1984) 


Deficit 
Unrealized foreign currency adjustment 


September 30, 1985 


(with comparative amounts at September 30, 1984) 


1985 1984 

5 7,879 
1,921,285 2,057,930 
989,301 397,816 
2,118,465 2,455,146 
6,934,387 0,002,022 
6,416,497 0,209,097 
6,416,497 0,269,097 
(3,161,819) (2,200,381) 
173,704 93,639 


3,428,382 3,162,355 


ae I Iss nr OOOO OO 


$12,481,234 $11,000,323 


On behalf of the Board 


W. Kelly Jarmain, Chairman 


” 


J.C. Pennie, President and 
Chief Executive Officer 


Consolidated Statement of Deficit 


А ы _______—_—__—_——_—_——_———————_—_—_—— 
Omnibus Computer Graphics Inc. Year Ended September 30, 1985 
(Incorporated under the laws of Ontario) (with comparative amounts for 1984) 
1985 1984 
Deficit, beginning of year $(2,200,381) $ (221,704) 
Expenses related to issue of shares (note 5) (62,674) (655,148) 
(2,263,055) (876,852) 
Loss for the year (898,764) (1.523920) 
Deficit, end of year (3,161,819) (2,200,361) 


ЇЇ 


(See accompanying notes) 


Consolidated Statement of Loss 


e a Е аа Е 
Omnibus Computer Graphics Inc. Year Ended September 30, 1985 
(Incorporated under the laws of Ontario) (with comparative amounts for 1984) 
мси “С a ce ere IE |. 
1985 1984 

Sales $ 5,850,681 $ 2,167,480 
Expenses (note 7): 

Operating costs 5,090,044 2,954,209 

Depreciation and amortization 1,034,886 313,611 

Interest and finance charges 902,614 243,084 

7,027,544 3,510,904 

Loss from operations (1,176,863) (1,343,424) 
Gain on disposal of equipment 131,102 79,500 
License cancellation expense (78,605) 
Loss for the year before income taxes (1,045,761) (1,342,929) 
Recovery of investment tax credits (note 2) (146,997) (19,000) 
Loss for the year $ (898,764) $(1,323,529) 
Ån mmm mmm 
Loss per share $ (.223) $ (0.464) 
———————————— a 
Weighted average outstanding shares during the year 4,032,890 2,852,500 


EEE 


(See accompanying notes) 


10 


Consolidated Statement of Change in Financial Position 
Year Ended September 30, 1985 


Omnibus Computer Graphics Inc. 
(Incorporated under the laws of Ontario) 


(with comparative amounts for 1984) 


rrr eee 


1985 1984 
Working capital derived from: 
Operations (consisting of loss for the year net of depreciation 
and gain on disposal of equipment) $ 30,036 $(1,089,418) 
Proceeds from bank loans and other long-term debt less amounts applied 
to reduce outstanding loans 740,133 4,227,156 
Proceeds from debenture financing 1,100,000 
Proceeds on sale of fixed assets 139,000 206,012 
Issuance of share capital 1,147,400 4,889,094 
Decrease in long-term portion of prepaid rent 145,692 
3,302,261 8,232,844 
Working capital applied to: 
Purchase of fixed assets 952,608 6,833,530 
Deferred data base costs 687,632 
Expenses related to issue of shares 62,674 655,148 
Deferred finance changes 93,105 38,601 
Increase in long-term portion of prepaid rent 916,820 
Repayments and reductions in long-term debt 445,947 2924 175 
Foreign currency translation adjustment 1,778 15,203 
2,243,744 6,201,477 
Increase (decrease) in working capital (deficit) 1,058,517 (28,633) 
Working capital (deficit), at beginning of year (490,504) (461,871) 
Working capital (deficit), at end of year $ 568,013 $ (490,504) 
Working capital (deficit) consists of: 
Current assets $2,686,478 $ 1,964,642 
Current liabilities 2,118,465 2,400,146 
$ 568,013 $ (490,504) 


(See accompanying notes) 


Notes to the Consolidated Financial Statements 


Omnibus Computer Graphics Inc. 


1. Significant accounting policies 
(a) Basis of consolidation 


September 30, 1985 


The consolidated financial statements include the accounts of the Company and its wholly-owned U.S. subsidiary, Omnibus 
Computer Graphics Center Inc. The results of operations of the subsidiary are included from the date of incorporation, 


February 16, 1984. 
(b) Foreign currency translation 


The accounts of the United States subsidiary are translated into Canadian dollars using the current rate method. Under this 
method, assets and liabilities are translated at the current rate of exchange at the balance sheet date and revenue and expense 
items are translated at the average rate of exchange for the year. Gains and losses arising from translation are deferred in 

a separate component of shareholders’ equity until there is a reduction in the net investment in the United States subsidiary. 


(c) Fixed assets and depreciation 


Fixed assets are stated at cost including costs of installation. The Company depreciates its machinery and equipment at 
one-half of the regular rate commencing on the date of acquisition until such time as the equipment becomes substantially 
productive (ie. until equipment is generating revenue at approximately one-half of normal capacity). The regular rates applied 


are as follows: 
Machinery and equipment 10% straight line 


Automotive equipment 30% declining balance 
Office equipment 20% declining balance 
Leasehold improvements Over the unexpired term of the lease 


Gains and losses on disposal of fixed assets are recognized in the period of disposal. 


(d) Revenue recognition 


The Company follows the percentage of completion basis for recognizing revenue on its sales contracts computed with reference 
to the estimated time to complete. Any excess of revenues billed over revenues earned is deferred and reflected as unearned 
revenue. Revenue earned but not billed is included in accounts receivable ($685,000 and $10,000 at September 30, 1985 and 


1984 respectively). 
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The Company recognizes revenue оп the sale of software licenses at the effective date of the license sale. Revenue 15 
recognized for these sales only after all significant acts necessary to entitle the enterprise to the revenues have been performed, 
reasonable assurance exists regarding the measurement of the consideration to be received and ultimate collection of the 
consideration 1s reasonably assured. 
(e) Income taxes 
The Company follows tax allocation accounting. No provision has been made in the accounts for the value of tax reductions 
which may arise in future years from the application of prior years’ losses incurred. 

Investment tax credits are accounted for by using the “flow-through” method whereby the Company recognizes the net tax 
benefit of these credits in the year in which the eligible expenditures are made as long as the credits are realized in that 
year or there is reasonable assurance that they will be realized in future years. Commencing in the 1986 year the Company will 
be accounting for investment tax credits by the cost reduction method which is in agreement with the new recommendations 
specified by the Canadian Institute of Chartered Accountants. 
(f) Start-up costs 
Start-up costs, are expensed in the year they are incurred. 
(g) Research and development costs 
Research and development costs, net of government grants received, are charged to operating expenses as incurred. Labour costs 
associated with installation of hardware are capitalized to the extent that future benefits are expected to occur. 
(h) Data base costs 
The Company defers the cost of creating its data base of computer generated images. These costs include salaries, wages, 
benefits and other direct costs relating to the data base. One-quarter of these costs are included in operating costs in the year in 
which the costs are incurred with the remaining three-quarters deferred and written off over three years at the rates of 50%, 
30% and 20% respectively. Should it be determined that these deferred costs will not likely be recovered through future 
revenues, such costs are written off to income. 


2. Tax losses and investment tax credits 
As at September 30, 1985, the Company had accumulated losses amounting to $365,000 available to carry forward to reduce 
future years’ taxable income in Canada. These losses will expire in 1991. In addition, at September 30, 1985, the Company’s 
United States subsidiary had accumulated losses amounting to $3,660,000 available to carry forward to reduce future years’ 
taxable income in the United States. Of these losses $1,255,000 will expire in 1999 and $2,405,000 will expire ш 2000. 

In addition, the Company and its subsidiary have recorded depreciation in the accounts in excess of that recorded for tax 
purposes to September 30, 1985 amounting to $201,000. 

Investment tax credits in the amount of $890,000 at September 30, 1985 are available for carry forward to be credited 
against future years taxes otherwise payable. The Company has recognized $147,000 of tax credits in the current year which 
are currently refundable. 


3. Other assets 


Other assets consist of the following: 1985 1984 

Long-term portion of prepaid rent and taxes $ 408,137 $533,628 

Deferred data base costs 687,632 

Deferred financing charges 108,029 38,601 
$1,203,798 $572,229 


The long-term portion of prepaid consists of rent and property taxes for the lease of premises by the United States subsidiary 
which have been prepaid for the entire lease term of five years. The annual rental of U.S. $108,000 per annum is amortized 
on a straight line basis over the term of the lease. Rent and property taxes in relation to this lease in the amount of $145,746 
have been expensed in 1985, ($34,668 in 1984). The current portion of prepaid rent and property taxes in the amount of $148,414 
is included in prepaid expenses. 

The Company has incurred costs of $1,867 182 in the creation of its animation files, tests and application of computer images, 
$916,842 of which is in relation to the creation of the data bases. $1,179,550 has been expensed during the current year with 
the remaining $687,632 deferred and to be written off over three years at rates of 50%, 30% and 20% respectively. 

Deferred finance costs relate to the long-term debt which was incurred in 1984 and 1985 and is being written off on a straight 
line basis over the term of the related debt. The amount expensed in 1985 was $17,846. 


4. Long-term debt 


Long-term debt consists of the following: 1985 1984 
Term bank loan — Canadian $1,985,000 $1,805,000 
Term bank loan— United States 3,435,500 3,294,000 
Due to Ontario Development Corporation 456,339 500,000 
Convertible debenture due to 598606 Ontario Limited 600,000 | 
Convertible debentures due to Ventures West Technologies Limited and 
Ventures West Technologies Limited Partnership 500,000 
Obligation under capital lease — United States 546,853 
Obligation under capital lease —Canada 32,831 
Conditional sales contract 148,807 
7,523,688 5,780,638 
Less current portion due within one year 589,301 397,816 
56,934,387 $5,382,822 


RS 


12 


During Ше year, the Company repaid the conditional sales contract and the obligation under the capital lease from the 
proceeds of the Canadian term bank loan. 
Long term debt is repayable as follows: 


| Principal 
Minimum lease Imputed Capital 
payments Interest leases Debt Total 
Sa cee ee E a 
1986 $162,000 $ 73,700 5 88,300 $ 501,001 $ 589,301 
1987 162,000 60,000 102,000 1,602,390 1,704,390 
1988 162,000 44,100 117,900 2 155. 330 Т, 200 
1989 162,000 25,800 136,200 1,905,173 1,641,373 
1990 | 108,000 5,547 102,453 1,027,921 1,130,374 
1991 and thereafter 185,000 185,000 
$756,000 $209,147 $946,853 $6,976,835 $7,923,688 


EEE 
(a) Term bank loan— Canadian 
The bank loan bears interest at the Canadian prime bank rate plus 2% and is repayable at the rate of $30,000 per month plus 
interest to July 26, 1991 with the balance of $10,000 due August 26, 1991. 

The Company has pledged as collateral for the loan all the assets of the Canadian company including the shares it owns in 
its wholly owned United States subsidiary. In addition, the Company has assigned the proceeds of a life insurance policy on 
the president of the Company amounting to $1,000,000. The United States subsidiary has guaranteed the loan to a maximum 
of $1,850,000. 

Subsequent to September 30, 1985, the Company received an increase in the amount of the term loan of $125,000 with no 
change in the repayment schedule. 


(b) Term bank loan— United States 
The loan bears interest at the United States prime bank rate plus 2% and is repayable at the rate of U.S. $69,444 per month 
beginning May 1, 1987 with the final payment due on April 1, 1990. 

The loan is guaranteed by the parent company and all the assets of the United States subsidiary company have been 
pledged as collateral for the loan. 


(c) Due to Ontario Development Corporation 
The loan bears interest at 16.5% and is repayable in blended payments of principal and interest of $17,569 with the balance of 
$42,233 due on May 15, 1988. 

As collateral for the loan the Company has assigned fixed charges on certain machinery and equipment located in Canada, 
a fixed charge on all chattels located in Canada and a floating charge on all the other assets of the company located in Canada 
subject to the prior charges of the Company’s banker. In addition, the loan is guaranteed by two shareholders of the Company to 
a maximum of $250,000 each and is guaranteed in total by the Company’s United States subsidiary. 


(d) Convertible debenture due to 598606 Ontario Limited 

The debenture bears interest at Canadian prime plus 2% and is repayable in full at maturity on March 29, 1987 with no 
principal payments due until then. The debenture is convertible into common shares of the Company at $1.35 per share during 
the full term of the debenture. The debenture was issued pursuant to a private placement on April 15, 1985 in conjunction 
with the issue of common shares and warrants as described in note 5. 


(e) Convertible debentures due to Ventures West Techologies Limited and Ventures West Technologies Limited Partnership 

The debentures bear interest at the Canadian prime bank rate plus 2% and are repayable in full at maturity on April 1, 1988 
with no principal payments due until then. The debentures are convertible into common shares of the Company at $1.35 per share 
during the full term of the debenture. The debentures were issued pursuant to a private placement on April 15, 1985 in 
conjunction with the issue of common shares and warrants as described in note 5. 


(f) Obligation under capital lease — United States 
The United States capital lease bears interest at an effective rate of 14.4% and is repayable in monthly amounts of U.S. $9,825 
„То April 15, 1990. 

- As collateral for the loan the Company has a long-term lease covering three pieces of video equipment owned by the United 
States subsidiary. 


9. Share capital 


(a) Issued 
Following is a summary of the share capital transactions during the year: 


Number of 
shares Amount 
ae РИА 
Balance, beginning of year 3,390,000 $5,269 097 

Private placement issued to: 

998606 Ontario Limited 444 444 600,000 
Ventures West Technologies Limited 289,474 390,790 
Ventures West Technologies Limited Partnership 80,896 109,210 
Issued under employee stock option plan 83,000 47,400 
4,287,814 56,416,497 


а 
------------------------------------------------ ae eee 
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The shares issued under the private placements were issued on April 15, 1985 together with a one-half share warrant for total 
consideration of $1.35 per unit. Each warrant entitles the holder to purchase further common shares at a price of 51.39 per 
share to March 29, 1988. Expenses related to issuing share capital have been reflected as a reduction of retained earnings. 


(b) Common share warrants 
At September 30, 1985, common share warrants were outstanding to purchase 860,000 common shares exercisable to January 
6, 1986 at a price of $3.00 per share and 407,407 common shares at a price of $1.35 per share exercisable to March 29, 1988. 


(c) Employee stock options 

Stock options to purchase 290,000 common shares were outstanding at September 30, 1985 which are exercisable at prices 
ranging from $1.39 per share to $1.80 per share. These options expire at various dates ranging from May 21, 1987 to April 14, 
1988. 


(d) Pre-emptive rights 
A shareholder of the Company has pre-emptive rights to purchase additional shares, excluding shares issued in respect of the 
aforementioned options and warrants outstanding, in order to maintain its pro rata interest in the Company. 


6. Related party transactions 
During the year the Company entered into the following transactions with related parties: 
(i) Management fees were paid to shareholders in the amount of $60,000 ($60,000 in 1984) to Omnibus Group Inc., $32,082 
($20,500 in 1984) to Jarmain Capital Corporation. In addition, the Company has prepaid management fees to Omnibus 
Group Inc. amounting to $52,800 and this amount is included in prepaid expenses at September 30, 1985 and 1984. 


(11) Directors’ fees of $21,843 were paid during the year. 


(iii) Included in accounts receivable at September 30, 1985 and 1984 is an amount of $27,446 due from an affiliated company 


which arose as a result of services rendered to that company. 
(iv) The Company has a management agreement with Omnibus Group Inc., a shareholder, whereby management fees of 


$5,000 per month are required to be paid during each fiscal year, subject to annual renewal. 
7. Other information 


(a) Interest expense 
Interest on long-term debt and obligations under capital leases amounted to $862,450 for the year ended September 30, 1985 
($266,115 in 1984). 


(b) Operating lease commitments 
The future minimum lease payments required under present operating leases for rental of premises and edit suite are summarized 


as follows: 
1986 Ф 573,882 
1987 502,733 
1988 292,208 
1989 250,638 
1990 30,000 
1991 and thereafter 40,880 
$1,690,341 


O 


(c) Minimum royalties 


Under an agreement the future minimum royalty payments during the next five years are as follows: 
| $ 48,097 


1986 

1987 84,741 

1988 137,420 

1989 137,420 

1990 137,420 
$545,098 


(d) Fixed asset commitment 

During 1984, the Company entered into an agreement to purchase computer equipment for an aggregate of U.S. $200,000. 
Under the terms of the agreement, a deposit of U.S. $65,000 was paid to the vendor. As at September 30, 1985, there remains 
4 commitment of U.S. $95,000 under that agreement. 


(e) Scientific research tax credits 

During 1985, the Company entered into a scientific research tax credit financing agreement with a Canadian chartered bank 
whereby a promissory note in the amount of $420,000 was issued for cash consideration of $700,000. Under the terms of the 
agreement, scientific research tax credits have been transferred to that chartered bank and the Company has renounced the tax 
credits and deductions associated with the related research and development expenditures. The excess of the cash consideration 


over the amount of the promissory note amounting to $266,000 has been reflected as a reduction of the related research and 
development expenditures. 
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(f) Research and development 
Research and development costs in 1985 amounted to $1,660,000 ($467,000 in 1984) before deductions for scientific research 
tax credits. Labour costs capitalized in 1985 amounted to $54,000 ($165,000 in 1984). 


(с) Government grants 

During the year, an amount of $832,000 was granted to the Company by the National Research Council to fund research and 
development, of which $355,800 has been received prior to September 30, 1985, $370,600 is included in accounts receivable at 
September 30, 1985 and the remaining $105,600 will be received and recognized in the 1986 year. Government assistance has 
been reflected in the accompanying financial statements as a reduction of related expenses. 


8. Contingent liability 

The Company is currently involved as a defendant in a legal action involving a dispute with a third party relating to alleged 
breach of contract. The total amount of the claim approximates $390,000. In the opinion of management, this legal action will 
eventually be settled at no additional cost to the Company, and accordingly no amount has been accrued in the accompanying 
financial statements. 


9. Subsequent events 


(a) Financing 
Subsequent to the year-end, the Company received an increase in its Canadian term bank loan amounting to $125,000 which 
was used to finance the purchase of computer graphics equipment. 

In addition, the Company applied for and received an operating line of credit from its United States bank amounting to 
U.S. $200,000. 


(b) Share capital 
Subsequent to year-end, officers and employees of the Company exercised stock options to purchase 60,500 shares of the 
Company for cash consideration amounting to $87,540. 


10. Segmented information 

The Company serves the North American computer graphics market for television and motion pictures, operating in Canada 
and the United States. In addition, the Company is marketing and selling computer software licenses in Europe, the far east 
and South America. Details of operations by geographic segment are as follows: 


For the year ended September 30, 1985: 
sg a 


Canada United States Other Total 

Sales: 
Sales contracts $2,238,285 $3,272,396 $ 5,510,681 
License sales $340,000 340,000 
$2,238,285 $3,307,396 $340,000 $ 5,850,681 
E 
Net income (loss) $ (310,179) $ (808,863) $220,278 $ (898,764) 
8 00808080808 EEE Eee 
Identifiable assets 94 5577932 $7,583,502 $340,000 $12,481,234 
a a ааа а a АСЯ 


For Ше year ended September 30, 1984: 
a pa à 


Canada United States Other Total 
Net income (los) 8(871679) 8 (051,850 Ма 901323529) 


еи аси  _ _ ———". оси a a ааъ МИ аво. 
ooo 
11. Comparative amounts 

Certain of the comparative amounts for 1984 have been reclassified to conform to the current year’s method of presentation. 
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5 YEARS OF GROWTH 


OMNIBUS COMPUTER GRAPHICS INC. 
(Consolidated Sales 1982-1986) 


Сив Асша! 


Forecast 


($ Millions) 


1982 1983 1984 1985 1986 


Fiscal years ending Sept. 30th 


Omnibus continued its growth at a renewed pace as the U.S.A. facilities came on stream. Present work-in- 
process is at a level equal to one-half of last years’ sales, and 3 times that at the same period last year. Management 
believes the $6.0 million in sales during the past year represents a solid base of a large number of medium sized 
customer purchases. This foundation provides the framework for larger contracts either committed or under 
negotiation to send 1986 sales over the $10.0 million mark. 

The Company has a highly trained labour force, combined with heavy investments in computer equipment. 
The main benefit will be felt in earnings which flow rapidly as the Company exceeds its monthly fixed 
costs, with only 20% variable expenses attributable to sales over this fixed level. Sales in the $10.0 million range 
are expected to yield a fully diluted 25 to 30 cents per share, based on the assumption of the exercise of the common 
share Warrants on January 6th, 1986. 
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